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New Boom on the Border?
Throughout the past 22 years, 
American tourists and businessmen 
received 12.5 pesos for every dollar 
they exchanged south of the bor
der. Now, with the sudden Mexican 
devaluation, they have been getting 
as many as 20 pesos to the dollar, 
and their appetite for spending has 
been whetted accordingly. Among 
the prime beneficiaries should be 
Mexico’s border-industry manufac
turing plants, which for a while had 
lost much of their market because 
of the severe American recession— 
and had also lost much of their 
competitive advantage because of 
Mexico’s severe wage inflation.

Devaluation seemed a logical solu
tion to Mexico’s continued prob
lems of foreign-trade imbalance 
and high domestic inflation. The 
nation’s current-account deficit tri
pled (to $3.6 billion) within the past 
two years, despite a strong rise in 
exports in 1974 and the emergence 
of petroleum as an important ex
port in 1975. The general price level 
(GDP price deflator) rose 24 per
cent in 1974 and 16 percent more in 
1975, spurred on by stimulative gov
ernment policies which had ex
panded the money supply by 20 
percent or more for four years in a 
row. But the government felt com
pelled to take expansionary meas
ures because of Mexico’s long
standing unemployment problem. 
The population has tripled since 
1940 to the present 62 million; by 
some estimates, as much as 40 per
cent of the labor force is unem
ployed or underemployed—and the 
problem could intensify because 
half of today’s population is under 
16 years of age.
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Border-industry success
Part of the government’s drive for 
new jobs has centered around the 
border-industry program (Progra- 
ma de Industrializacion Fronteriza).
This program got under way a dec
ade ago as a solution to the prob
lem of severe unemployment along 
the U.S. border, largely created by 
the termination of the bracero 
program— a device permitting 
temporary immigration of farm la
borers for work primarily in the 
fields of California and the South
west. In the early 1960’s, about 
100,000 Mexican and other foreign 
workers entered the U.S. each year 
under this program, but Congress 
then closed it down in 1964 because 
it was seen as a depressant on U.S. 
farm wages.

The border-industry program was 
designed to attract foreign- 
manufacturing operations, princi
pally assembly operations, to bor
der areas. It failed to meet the 
bracero problem—the farm work
ers were mostly male, while young 
women accounted for roughly 90 
percent of the factory work force— 
but it.turned out to be a substantial 
success on its own terms. The pro
gram at its late-1974 peak employed 
about 80,000 people in some 550 
plants strung out from Tijuana on 
the Pacific to Matamoros on the 
Gulf of Mexico. These plants could 
be viewed collectively as another 
Hong Kong, but with considerably 
greater locational advantages than 
that Far Eastern manufacturing cen
ter could boast. In both 1974 and 
1975, they exported roughly $445 
million of various products, exclud
ing the cost of imported compo-
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nents. These products—primarily 
electronics products and clothing— 
accounted for about one-fourth of 
Mexico's foreign sales of manufac
tured goods and one-sixth of its 
total exports.

Legislative underpinning
The program was designed so that 
foreign-owned as well as Mexican 
plants could be set up within a 20- 
kilometer-wide strip along the bor
der for manufacturing purposes. 
Raw materials and equipment 
could be imported in-bond and 
duty-free, but all production had to 
be exported. In contrast, Mexico's 
overall industrialization policy was 
designed to develop a manufactur
ing industry with a high national 
content.

The program's success has been 
due not only to Mexican industrial- 
development legislation but also to 
U.S. tariff legislation, primarily Sec
tion 807 of the U.S. tariff schedule, 
which partially exempts foreign- 
assembled U.S. products from im
port duties. The duty is paid only on 
the components of the product not 
made in this country—that is, on 
the value added abroad. In the case 
of Mexican assembly operations, 
this is primarily the labor which 
puts together the product.

Cross-border collaboration
Congress originally designed Sec
tion 807 as a means of maintaining 
U.S. production by encouraging the 
use of American components in

foreign-made products. In actual 
practice, the system has worked so 
that U.S. firms utilize low-wage un
skilled workers in developing coun
tries to assemble products for the 
U.S. market. American labor lead
ers have tried to outlaw the pro
gram as a scheme for exporting 
American jobs, but the U.S. Tariff 
Commission has argued in rebuttal 
that any job losses under the pro
gram are offset by the new jobs 
created in this country, either in the 
production of components or in 
the processing of products reim
ported from abroad.

Under the border-industry pro
gram, Mexico takes advantage of its 
surplus of low-wage workers and 
concentrates on labor-intensive as
sembly operations, while the U.S. 
takes advantage of its highly capital
ized manufacturing facilities and 
concentrates on the production of 
basic components. In some cases, 
this collaboration takes place 
through the pairing of plants in 
twin-city locations, with U.S. firms 
establishing counterpart operations 
on both sides of the border. For 
example, many Tijuana firms are 
tied in with Los Angeles electronics, 
clothing and furniture firms, with 
the Tijuana plants doing the assem
bly work and the L.A. plants han
dling such functions as initial proc
essing, inspection, finishing, pack
aging and distribution.

In addition, the program has many 
indirect economic consequences 
for both the U.S. and Mexico. Utili
ties, trucking firms, retail establish-
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merits, banks and thrift institutions 
all benefit from the creation of new 
light-manufacturing jobs in their 
communities, no matter on which 
side of the border the jobs are 
located. In twin-city areas, Mexi
cans sometimes spend as much as 
40 percent of their incomes on the 
U.S. side of the border.

Post-recession problems
With all these advantages, the 
border-industry program grew by 
leaps and bounds for the better part 
of a decade. The value of shipments 
more than quadrupled between 
1971 and 1974 alone. At the peak, 
there were about 550 border plants 
employing 80,000 workers—almost 
three times the number involved at 
the beginning of the decade. But 
then the U.S. recession struck. The 
market north of the border for TV 
sets, appliances, and clothing sud
denly dried up, creating a severe 
recession in the Mexican plants. 
Many factories shut down or laid 
off workers, and roughly a third of 
the plant workers lost their jobs.

The cyclical recovery of the U.S. 
economy brought about a cyclical 
upturn in border-plant activity, but 
the program's future had mean
while become clouded by an in
creasingly serious structural 
problem—Mexican wage inflation. 
Despite severe unemployment, 
Mexican wages have risen sharply 
in recent years, reflecting the 
minimum-wage agreements 
reached at the national level (al
though with some regional varia
tions) by a government-business-
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labor commission. The minimum 
wage in border regions almost dou
bled between 1973 and 1975, and 
the wage trend has moderated only 
slightly this year.

This wage inflation in itself would 
not be enough to lead U.S. manag
ers to head back north of the bor
der. After all, the Mexican mini
mum wage is still no more than 
one-third the level of the U.S. mini
mum. But the trend could be 
enough to make U.S. managers shift 
their highly mobile operations into 
the low-wage interior of Mexico— 
or perhaps to locations in Korea, 
Taiwan, Central America or Haiti, 
where the cost of an unskilled fac
tory worker can be several times 
cheaper.

In this context, Mexico's devalua
tion makes good sense. In highly 
labor-intensive operations such as 
these, devaluation of one-third or 
more in relation to the dollar could 
mean huge cost savings, sufficient 
to restore the profitability of 
border-industry plants. But if the 
inflationary pressures generated by 
the post-devaluation upsurge of 
Mexican imported-goods prices 
should lead to another sharp hike 
in the minimum wage in coming 
months, the benefits of devaluation 
could be severely eroded. Just as 
elsewhere, workers operating with 
high wage minimums could price 
themselves out of the market, ag
gravating even more the harsh 
problem of unemployment.

William Burke
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BANKING DATA—TWELFTH FEDERAL RESERVE DISTRICT
(Dollar amounts in millions)

Selected Assets and Liabilities 
Large Commercial Banks

Amount Change
Outstanding from 

9/01/76 8/25/76

Change from 
year ago

Dollar Percent

Loans (gross, adjusted) and investments* 88,668 + 17 + 3,309 + 3.88
Loans (gross, adjusted)—total 67,148 + 527 + 2,866 + 4.46

Security loans 1,516 + 126 + 544 + 55.97
Commercial and industrial 21,492 + 57 - 1,198 - 5.28
Real estate 20,576 + 72 + 949 + 4.84
Consumer instalment 11,420 + 92 + 1,264 + 12.45

U.S. Treasury securities 9,168 - 465 + 853 + 10.26
Other securities 12,352 - 45 - 410 - 3.21

Deposits (less cash items)—total* 88,321 + 596 + 2,600 + 3.03
Demand deposits (adjusted) 25,200 + 545 + 1,480 + 6.24
U.S. Government deposits 242 - 96 - 59 - 19.60
Time deposits—total* 61,208 - 78 + 1,202 + 2.00

States and political subdivisions 5,469 - 135 - 430 - 7.29
Savings deposits 26,943 + 122 + 6,123 + 29.41
Other time deposits! 26,471 - 89 - 3,038 - 10.30

Large negotiable CD's 10,566 - 283 - 5,052 - 32.35

Weekly Averages Week ended Week ended Comparable
of Daily Figures 9/01/76 8/25/76 year-ago period

Member Bank Reserve Position
Excess Reserves 53 60 54
Borrowings 0 0 12
Net free(+)/Net borrowed (-) 
Federal Funds—Seven Large Banks
Interbank Federal fund transactions

+ 53 + 60 + 42

Net purchases (+)/Net sales (-) 
Transactions of U.S. security dealers

- 920 - 383 + 1,236

Net loans (+)/Net borrowings (-) + 122 + 186 + 352

♦Includes items not shown separately. ^Individuals, partnerships and corporations.
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